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In the Matter of

1992 Annual Access Tariff Filings

)
)
) CC Docket No. 92-141

APPUCATION FOR PARTIAL REVIEW

The Ameritech Operating Companies,1 pursuant to sections 1.104 and 1.115

of the Commission's Rules, hereby ask the Commission to review that aspect of

the Bureau's recent order in the above-c::aptioned proceeding2 that requires the

Companies to allocate their overall interstate price cap sharing amount based on

relative basket revenues and prohibits the Companies from using basket~specific

earnings as an allocator.3 Specifically, the Bureau's ruling involves a question of

policy which should be overturned by the Commission.

The Companies would concede that, in an abstract sense, the Bureau's

ruling is correct and completely in line with the philosophy of price caps. It is

true that, under price caps, basket-specific costs and basket-specific earnings

should not form the basis for any Commission decision or regulation. On the

other handl the Commission's decision to include the Interexchange category in

the computation of overall interstate earnings subject to sharing has introduced a

distortion into the price caps sharing process which would yield an unfair result if

the Companies were required to allocate sharing based on basket revenues.

1 The Amerltech OperaUng Companies are: Illinois Bell Telephone Company, Indiana Bell
Telephone, Incorporated, Michigan Bell Telephone Company, The Ohio Bell Telephone Company,
and Wiseonsin Bell, Inc.

2 In thl Matter Of 1992 A.nnUAI Access Tariff Filings, CC Docket No. 92-141, Memorandum
Opinion and Order. DA 92-841 (released June 22, 1992)("Bureau Order" ).

314. at paras. 4-8.
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The Bureau begins its discussion of its view of the appropriate sharing

allocation mechanism by noting that

the goals of the Commission's price cap plan [is] to move
away from cost allocation systems and instead focus on
price. ...... Indeed, shifting the focus to prices and away
from. complex and inherently arbitrary cost allocation
systems is one of the principle benefits of the price cap
system.4

With this the Companies wholeheartedly agree. Furthermore, the Companies

concur with the Bureau's observation that the Commission's decision not to

adopt a basket-by-basket sharing device is a sound one.s Moreover, the

Companies would agree that nnormally/' in light of those findings, the allocation

of sharing on the basis of basket-specific revenues would be appropriate.

However, the Commission's decision to include the lnterexchange category in the

price cap sharing mechanism6 introduced a distortion into the price cap

mechanism which, in the CompaniQs' case, because of their relatively signiEicant

amount of interexchange business, would render a strict allocation on the basis of

basket revenues substantially unfair to their Interexchange customers.

As the Companies pointed out in their petition for reconsideration of the

Commission's price cap orderl there are several reasons why Interexchange

services should not have been included in the calculation for overall earnings in

4 Bureau '5 Order at paras. 5 and 7.

514.

6 The Commission's dedJion to include the tnterexchange tJervice category tn the price cap
mechanism was only clarified in its order on reconsideration in the price cap proceeding. In tht
Matter of Policy tnul Rules Concerning Riltes for Dominant Carriers, CC Docket No. 87-313, Order on
Reconsideration, FCC 91-] 15 (released April 17, 1991X"Price Cap Reconsideration Order") at paras.
95-97.

7 Relevant sections trom that petition are appended hereto as Attachment A.
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the Commission's price cap sharing mechanism.8 The Commission's rate of

return procedures specifically excluded Interexehange services. It was certainly

anomalous for the Commission to include the revenues and costs of services

which were never subject to rate of return regulation in with other services in

calculating a sharing amount that is measured on achieved rate of return.

Moreover, as the Companies noted, application of the sharing mechanism to the

LECs' competitive Interexchange services was inconsistent with the

Commission's treatment of AT&T under its price cap plan •• which, of course,

reqUired. no sharing.

However, the Commission did not agree with the Companies and, instead,

chose to include Interexchange services in with interstate access services in the

computation of the price cap LECs' sharing obligation. Further, however, in that

same order, the Commission declined to specify any particular methodology for

sharing allocation, stating that

sharing adjustft\Qnts, like all exogenous adjustments,
[must] be flowed through on a cost-causative basis.......
We therefore find no present need to specify a particular
method of reflecting Ucost causation."9

While Mel had asked the Commission to require that sharing be allocated on

the basis of basket earnings, the Commission declined to adopt MCl's method

as a requirement, but did not preclude its use. Thus, the Commission left the

door open to the implementation of a sharing mechanism that minimizes

the distortion caused by including the lnterexchange services in the

computation of the price cap sharing amount.

8 Stt Ameritech Operating Companies' Petition for Reconsideration filed November 21,
1990.

9 Price Cap Reconsideration Order at para. 113.



The Companies, in their annual access tariff filing (Transmittal No. 617)

proposed just such an allocation mechanism. Specifically, the Companies

showed that allocating the overall interstate sharing amount back to their

customers based on basket-specific earnings results in an imminently fair

allocation of sharing because it benefits customers in proportion to their

contribution to the Companies' sharing obligation. IO

Table I below compares each basket's contribution to sharing with the

results of the revenue-based allocation method ordered by the Bureau and the

method proposed by the Companies.

TABLE I

Comparison of Contribution to Overall
Sharina Amount and Sharins Allocation

(in millions of dollars)

Allocation
Contribution Allocation Based on

to Based on Earnings
Basket Sharins Revenues oyer 12.25%

Common Line (11.1) 4.0 0
Traffic Sensitive (2.1) 4.3 0
Special Access 10." 1.7 4.7
Interexchange ~ ~ ~

Total 10.3 10.3 10.3

Note: HContributlon to Sharing" represents the difference between the actual earnings and the
earnings that would have produced a 12.25% rate of return multiplied by 50%. To obtain
the tinal sharing level. this total amount is then groNed up for taxes and interest. The
two columns displaying the allocation of sharing based on revenue and basket earnings
above 12.25% display the earnings to be shared, not the final sharing amount.

10 The releva.nt section of the Companies' response opposing their proposed sharing
mechanism is included illl Attachment 8. For convenience, I portion of that argument will be
reproduced. here.
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As the table shows, using revenues as an allocator results in crediting the

Common Line and Traffic: sensitive baskets with a total of $S.3M even though

those two baskets combined actually had a ncptive contribution to sharing of

$13.2M. And while the Common Line basket earned at 10.58% in 1991, the

revenue-based allocation drives those rates even lower despite the fact that they

earned below the Commission's authorized rate of return of 11.25%. Further, the

revenue-based allocation attributes only $2.0M to the Special Access and

Interexchange baskets even though they contributed $23.SM to sharing. The

unfairness of the methodology is underscored by the fact that it allocates only 3%

of the sharing amount to the Interexchange basket even though the Companies

would have had no sharing obligation whatsoever had Interexchange not been

included in the determination of the overall sharing amount in the first instance.

On the other hand, Table I demonstrates the reasonableness of the

Companies' methodology in their particular case. Special Access and

Interexchange are credited with the entire sharing amount in proportion to each

basket's contribution.

The Bureau concludes that fla carriers obligation to share revenues with its

customers is calculated on the basis of its total interstate revenues.1I11 It is perhaps

more relevant to say that the obligation to share is based on productivity

achievements as indirectly measured by total interstate earnings. There is, after

all, no direct correlation between revenues and either productivity or earnings.

While the Companies agree with the Commission that a baaket-by-basket

sharing mechanism is inappropriate,12 once the overall interstate price cap

11 Bureau Order at 6.

12 Such a mechanism would require sharing balled on each basket's earnings regardless of the
earnings of other baskets. Price Qlp Reconsideration Order at paras 93-94.
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sharing amount is determined based on an examination of overall interstate

earnings, allocation of that amount back to the baskets on the basis of basket

specific earnings is, at least in this case, a reasonable and cost-causative method.

The inclusion of the Interexchange category in the calculation of the overall

interstate sharing amount causes a distortion which revenue-based allocation

builds upon. A basket-earnings based allocation of the overall interstate sharing

amountl in this case, mitigates the distortion by flowing back to interexchange

customers a proportionate share of their contribution to that sharing figure.

The Companies do not ask the Commission to find that a basket-earnings

based allocation is the only reasonable way to allocate interstate sharing. Rather,

they only request the Commission to find that, in this case, the Companies

proposed method of allocation is reasonable, cost causative, and permissible.

Respectfully submitted,

Floyd S. Keene ~

Michael S. Pabian
Attorneys for the

Ameritech Operating Companies
Room 4H76
2000 West Ameritech Center Drive
Hoffman Estates, IL 60196-1025
(708) 248-6044

Dated: June 23, 1992



Att~hment A

economic environment price cap. wa. meant to an;lnder and dareat

~he purpo.e ot tha regulation. The Commi••1on must art1culat. an

in~ent that whil. complaint. will remain available under price

eapa, the qua.tion. ot whether rate. are unju.t or unrea.Qnable

or untairly dilcriminatory will be jU~ged within the ccntex~ ot

incentiva, not rata ot return, prinoiple••

3. IntaraxChanva Sarvic•• Should Not Ba Part ot
tha Calculation. tor OVarall Earninql in
tho Sharing Meghanil'

Th. commi••ion .hould olarify that only inter.tate Icca••

• eryi;e data 1. relavant tor calculatinq raturn. u.a4 in the

application of tha price cap -haring machani... Given the

curran~ requlatory .tatu., it would ba inappropriate to 1nclu~a

any o~er data in that co.pu~ation.

The Sacond Raport and Order ba... the price cap .harin9

~.chan1.m on the rata of return pr••cri~.d in Docket No. '9-624.

Ind.ed, the Second aeport and Ord.r .pecifically incorporate.

that docket into the price cap procae41n;.1JI The rat. ot return

in ~hat doOk.t relat.. only to total interatate 'cel,. ..ryici

4ata.

111 Second "po~ and O~.r, para. 1'7. However, a. of thl date
of the tilift9 of th1. PFR, ~h. actual order in Docket
No. 89-624 pattainln9 to rate of re~urn haa yet to be
rale••ad by the Coaai••io~. Thia place. LEea, .uch a. the
Aaaritach Oparating companie., at an anoraou. diaadv.n~a;e
i~ addre••inq i ••u•• in aeconaideration ,.titions which are
inteqral1y ralated to the tin41ftq. an4 concluaion. contained
in the yet to b. d1.olo.e4 rate at return ordar.
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Conaiatlnt with such a rataranc., tha new Part 65 pric. oap

rule., a. adopt.d 1n App.n~ix B ot tha Second Report and Or4er,

requira that Ixchanqe oarriar. raport aarning, (to ba u••d, in

part, tor 'harin; .Ichani•• calculational on the ba.i. ot ~ot.l

interstatl Ace••• "rvip. information only.lJI Finally, the

Second aaport and Ordar ,plcitie. that price oap earninqa data ba

reported on FeC Form 482, an ita. de.iqned ~o account tor only

inter.tate acqa•• "ryica•• W

on the ethlr hand, othlr part. ot the Sacond Report. and

Ordar blli, ambiguity. othlr part, ot the t.ext. int!icat. that the

prioe cap .harift; .Ichani•• tt1. ba••t! on tot.al inter".te rate ot

return."W Such lanquage could ba real! a. axpandinq aharinc;

adju.t••nt rate of rlturn data beyond only that ral.~ad to acee"

,ervic•• to include any inter.tatl ••rvio. otferld by LEC••

Of cour.e, .uoh a determination would b. inoon.1.tent with

Ixi'tin; Co.-i••1on rula. and with the developmant of thl .haring

.echani•• it.elf. Thua, the Commi,.ion should affirm that

aarning. report., •••at out. in it. n.w raqulat10n

Sec. 15.&00(4), will continue to ba .ada on the b••i. of total

inte~.ta~a ICQ••• ,.ryia. data alone. AnV other re.olution at

the inconai.tancy would b* contrary to tha require.ante ot tha

ljJ SeClond Raport ant! Order, Appan4ix I, Sag. as.'OO(d).

111 Second Report and Ol"der, para. 38••

1II Sacond Report. anc! Order, para•• 1"1, 378, 378.
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Admini.trative Procedure. Act and con.titu~e arbitrary and

capricious a;eney action.

The commi••ion .hould avoid the inclusion ot intarstate

••rvic.. other than aco... s.rvic.s in overall earn!n;.

caloulation. tor several rea.ons. Fir.;, the rate ot return

proce4ure••p.oitically exclude such other .arvices and the

Commi.sion naver in4icated an intent to chan;e this 10n9 st.ndinq

policy. Second, LZC. wera not ~rovida4 with adequate notice and

o~portunity to comment on the aX»ande4 application ot the rate ot

return pr••cription (to all interatat••erv1Q.') a. required by

the Aaministrativ. 'rocedure. Act, 5 U.S.C. 5!3(b) .nd (C).

Since interexchange .ervice. were apeoitic.lly eXQlu4ad ~y the

Commi••1on'. rul•• trom the procedure tor davalopin9 a rate ot

return, it would b. arbitrary and caprioiou. to apply that rate

or returft to tho.e service. now. Third, applioation ot the

.harinq ••ch.ni•• to .uch competitive lntereXchanq••ervlca. is

lnconsi.tant with the treatment accord.d AT'Tla comparable

.ervic•••

a. Tb. Rata of a.turn Pr••cription Proceduras
.p.qif£pll1y Ixqlu4' Int,r.xgh.nq. S.ryia.a

Th. ~.~e ot re~UZft proc••din~ (Docket 8i-e24) va. coft4uct.4

pur.uan~ ~o Part '5 ot ~. commiaaionla rul••• l11 Tho•• rul•• ,

111 199O .ept.scription Pro~.eding Or4.r, FCC 89-3'2, para. 4
(r.l••••d Dae.mber 2', 1ge9).
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and the return ~r••cr1b.d purauant to th.m cl.arly apply to a

LEC', int.r.~at. ACeI'. I.ryic•• alon••~ Th. limitation was

not; inadv.rt.nt:.:

We have no~ pr••cribad a r.turn for the int:.ar.t.~a
inter.xehang. or non-acc.as ••rvice. of .xehanqe carri.rs,
aueb al lfc::orr142i/s.rvica.1t • • • and w. have no pr•••nt
plan. to do 10.

Sub,equ.nt rat. ot r.turn pr.acription. adh.r. to eh1.

policy and have be.n .xpr.a.ly limit.4 to int.r,tat. agC"1

••ryiCI•• a1I Th. Commi••ion hal n.v.r indioated an int.ntion to

chanq. ~h1, policy. In fact, the commi"ion limited the p.nd!nq

proc••4in9 con.i4.rinq r.v1a1cnl to tha Part &5 rul.. (Dock.t

No. 87--463) to r.tina.nta ot "th. prcc:.d.ur•• aftei m'~hod.olcc;1 ••

for rapr••er1bin9 rat•• ot return for ••• the .xchan9' carri,rs

Ige,•••aryige•• H11I Con.i.t:..nt with ~h. pre.cr1b.4 rat. ot

r.turn, the Commi••ion" ~at. ot r.turn r.port1ng rul•• 40 not

includ. int.r'kchan,. ,.rvic•••1!/ And, .lthough in the S.cond

R.port an~ Ord.r the Commi••lon revi••d i~. rat. ot r.turn

1lI

.w

47 en ".100, at... Ala&.

In~.r.~.~•••~~rn aul•• , 50 F.d•••g. 33786, p.ra. 3
(AU9U.~ a" 1'15), ... A1aQ 47 c.r.a. Seo. '9.2('),

4aa Pr••cr1p~ioft Ord.r, ~o Rad. a.g. 2d 1589, le9a, 1607,
1618 (1'8').

Rat. ot Return Retin•••nt Proc••ding, FCC 81-315, para. 1,
(r.l••••d Octob.r 13, 1"') (.mph••i, a44'd) •

47 C.F.R. 65.600, pee Porm 492.

- l~ •



r.portin; rul•• , it did not includ. the re4Uir••ant to r,pQr~

non-ace•••••rvic. return••~

b. No Not~O. Wa. Prov1~ed or the Expand.d
Applig.~19n ot th, Rat. or Iltu;n

~n the 1990 rapr••cript1on pr9c••din~, Which 1. part and

pare.l of the pric. cap procee41nq, the Commiaaion 414 not

provide any notic. that tha r.viaad r.turn wou14 apply not only

to aco... ..rvic.. but alao to tho.. oth.r int.rstat. ..rvic••

ott.r.d by LlC.. Th. tailur. to ~rovid' ad.quat. notic. and an

opportunity to comm.nt ~rior to the adoption ot an .xpand.d

application violat•• the requir.ment. ot the Adminiatrativ.

Proc.dur•• Aot.1iI Cl.arly, the Commi••ion i. r.quir.d, ,v.n in

an omnibua rul•••kinq proc••ding, to provide sp.cific notic. that

a lonqatanding policy may b. mOd1ti,4.121 In thi. 0'.' the

policy i. in taa~ a rul., adopt.d and tollow.d 1n developin; a

rate ot return.

In addition, the Commiaaion l • Sacond a.port and Order tails

to provide a r.aaon.d .xplanation tor the .xpand.d application.

Adminiatrativ. a~enci.a au.t ~rovida the b••i. an4 rational. tor

their d.oi.ione to avoid a tindinq, upon reviaw, of arbitrary and

141 S'Qond Report and or4er, para. 384.

ill 5 U.S.C. S.c. 553.

121 B••dIE y. ree, 8&5 p.a4 12" (D.C. eir., 1'89)1 qra't.[
lo'ten T.leyi,!," CArp. V, rec, 444 F.2d 141, 852
(D.C. C1r. 1971) (-An a,.nor chanq1n~ it. ~our.e .uat .upply
a r.a.on.d analya1. 1ndicat n, that prior polio1.. ar. bain;
d.lib.rately chanqad, not casually 1qno~ed ••• ").



capric!oua aqancy action.411 In this ca.e, no rationale is

contained in the record to explain the 4i.tinc~ change of

applying th. rate at return to interexQhan;•••rvica••.
FinallY, .ince the developm.n~ ot the rate ot raturn

pre.cription specifically axclude. the con.i4eration ot

non-acea•••ervic,., it would b' incon8iatent and ar~itrary to

now apply • rate at return .0 4,velo~.d to th.m. Yet that ia

exactly how the .harin9 meohaniam, it ~.ae4 on the apparen~

definition ot ~otal inter.tat••arnin9a, would operate.

c. Application ot the Sharinq Meehanis. to the
LEe.- compttitive %nt.rexch.n~. Servic•• i.
Inoon.i.tant with the Tr.at..nt Aceorded
AT'T'. ;gmplrable 'tryic••

Th. applicat1o~ ot the .harin; .echan!•• to 1nter.xchange

••rvic.. i. al.o incon.istent an4 arbitrary .inee a .imilar

m,chani•• do,. not apply to AT'T'. comparable inter.tate ••rvic••

under it. price cap plan. The 8.cond Report and Order

-»ecitically acknowledge. that LEe int,raxchanqa .erv!c.. ware

compa~itive wi~ AT'Tt••ervica••111 8a••4 on ~hi. tact, the

Commi••ion ha14 ~a~ 1~ wou14 ~. both Haccu~.te an4 equitabla"

tor local axchanqa o.rria~. to ba ....ur.a ~y the ....

11I we,tarn union VA ree, as, F.2d 31S, 318 (D.c. C1r. 1988)
(liThe FCC auat 4..on.~r.t. a rational connection ~etw,.n

fac~. found and choice mad. • • • Thi. connection mu.t
appear 1n the aqancy deo1.ion an4 record.")

JiI Sacona aeport and Order, para. 207.
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productivity factor (3t) a. govlrna AT'T'a compe~inq .ervic.s.12I

Given this similarity of camp.tin; service. and the tact that

such .ervic•• are isolated trom ace••• service. under the price

cap plan, no rational baais exist. tor this disparate treatment.

The application at the sharinq mechani•• to only LEe

interexchan;. sarvic•• should be eliminated by the COmMi••ion on

rlconlla.ration.

4. OlpreQiation and Tax Rata Chanq•• Should 8.
Exoqanou., In Particular, the Priee Cap Formula
Should Tr.at the Currant Tax Provilion. Relatad
tg Normalizatign E¥ogangully

The coaaission Ihould reconlider its charac~erizationot tax

and depreciation ~.te change. •• endogenoua to ~he pric. cap

formula. Both ita•• tit within the paramatar. ot tha

Ccmm1aaion'l d.tini~ion ot exogenous COI~.. In particular, the

Commi.lion Ihould recon.ider i~a failure to reco;nia. item

.x~.tinq tax normalization change. a. exo~enou. it....

a. Fu~ur. Depreciation Ind Tax RI~e Chanva.
Shpyld he Trelted A' Ixogen;y. ep.t.

Inh.ren~ in the concap~ ot inc.ft~iv. requl.~lon i. ~h. i~.a

that a carriar .hould no~ be penllize~ by or ben.tit trom the

- 18 -



o~.t 1ntluenc1nt ettec~. ot external tactor. th&~ are beyond it.

control.11I !hu., the Commi••ion acknowledge. that Bo.e coata

should be ratlecta4 axoqanou8 to the prloe cap tormula. JlI

contrary to thi. atated purpo.e, tha commis.ion par.i.ts in

danying that treatment to rate chang.. related to depreciation

and tax.

The 00mm1••10n'•••••rtion ot carrier control at the .ttect

ot depraaiation rate chanqa through the carrier" a~11ity to

d.termine When a rate i. implemanted will not wa.h. For example,

monetary chanqe. due ~o .eparationa rule change. are afforded

.xoqeno~. traat••nt.1J/ Sueh .eparation. chanq•• are ordered by

the commi••ion u.inq a proc••• almo.t i4antical to the ene it

e.ploy. to .pecify depreciation rate chan;e., Which it treat.

endoqenou.ly.

A. tor taxe., the Commi••1on explains it. 4eciaion to find

future ~ax ohange. "an40genOUs" a. influence4 by the taot that

the priQa cap prodUGtivity adjuat.ant •• the GNP-PI .- will

.utoaatically reflect tax chang•••1!1 But ~h. co.-i••ion

acknowledg•• ~.~ the CHP-PI al~e.dy reflect. pro4uct1vity, ~oo,

and yet it a4d. a "~.1.commu~10.tio~." related p~04uctivity

oft.et (3.3' or 4.3') to ita price cap formula. Similarly, the

111 second .eport an4 Or4er, para. 1'" au WQ para. 173 and.
n.ll'.

W Second Report anA order, para. 16'.

W Seoond aeport and Ord.er, para. 167.

W Seconcl Report and Ord.er, para•• 1'1-77.
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Attachment B

factored state taxes in the "gross-up" process in calculating the final sharing

amount. In addition, expense increases reflected in the Companies' reports are

properly documented. Moreover, exogenous cost changes due to excess deferred

tax reserve and separations changes were correctly determined.

The Commission's authority to reject tariffs is limited to instances where a

filed tariff is "demonstrably unlawful on its face." To justify rejection, a

petitioner must show that the tariff clearly violates applicable restrictions, in

particular, the Communications Act, the Commission's rules, or a prior

Commission order.4 Suspension is authorized only when there is reason to

believe that the tariffs are not just and reasonable as the Communications Act

reqUires. As shown in this Reply, the petitions fail to establish an adequate basis

for rejection or suspension of the Companies' filing. Aec:ordinglYI the petitions,

as they relate to the Ameritech Operating Companies' filing, should be denied.

D Shadnl.

As the Companies indicated in the description and justification ("O&J")

accompanying their filing,S they allocated their overall interstate "sharing"

amount among the interstate service baskets based on the relative amount by

which each basket earned in excess of the 12.25% sharing trigger. As indicated in

the 0&:1, only two baskets, Special Access and Interexehange, had. rates of return

above the sharing trigger. Therefore, the sharing amount was allocated to those

two baskets. In determining the appropriate allocation between those two baskets,

the Companies calculated the amount of revenue attributable to each basket that

4 AIIOd.ted Pm. V. FCC, 488 Fld 1095 (D.C. Cir. 1971) at 1103.

5 D4rJ at 7-9.



resulted in each basket's earning in excess of 12.25%. The sharing amount was

allocated based on each of the two basket's share of this "revenue difference."

Allnet, AT&T, and Mel argue that this method of allocation violates the

Commission's specific finding that sharing should not be based on per-basket

ea.rnin.gs. Instead, these petitioners maintain that the allocation should be based

on basket revenues.6 Ad Hoc, on the other ha.nd, commended the Companies for

their use of an earnings-based allocation.7

First, the Companies' methodology complies with the Commission's

directive that a price cap local exchange carrier's ("LEC's") overall sharing

obligation should be determined by looking at overall interstate earnings.S By

using total interstate earnings, the Commission sought to avoid a LEC having to

share in one basket while falling short of achieving the unitary offset in another

basket, a lose-lose situation.S! Consistent with that ruling, the Companies

determined their overall sharing obligation by first looking at total interstate

earnings, not individual basket earnings.

6 AHnet at 1-4; AT&T at 1-6; Mel at 6j although not quite as strongly, Sprint (at 6) also
questions the Companies' allocation method.

7 Ad Hoc: at 13-14.

8 In the Matter of rolia and Rules Concernin&. BINs for Domina"! $drri~r" CC Docket No.
87-313, Order on Reconsideration, PeC 91-115 (released April 1,., 1991)(#prlce Cap Reconsideration
Order") at • 94.

9 In the Matter of roUc;y and Rules CQncerninl Rates for Dominant Carrien. CC Docket No.
87-313, Second Report and Order, FCC 90-314 (released October 4, 1990)("5econd Report and Order")
at lfllSl. The Commission understood that a buket-by-basket examination of eArnings might CAUse a
"converse problem" in pennitting a LEe to charge higher rates (or a particular basket "even if
interstate earnings in the other baskets and for the company as a whole were already adequate."
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Once the overall sharing amount is calculated, that amount must be

allocated to the four interstate service baskets. Contrary to its position in this

matter, Mel, in its petition for reconsideration of the Second Report and Order,

had asked the Commission to require that sharing be allocated on the basis of

basket earnings. tO While the Commission declined to adopt Mel's method as a

requirement; it did not preclude its use. The Commission simply declined to

specify any particular methodology for sharing allocation, stating that

sharing adjustments, like all exogenous adjustments,
[must] be flowed through on a cost-causative basis. lj.••

We therefore find no present need to specify a particular
method of reflecting "cost causation."l!

The Commission further declined to adopt AT&T's recommendation to require

uniform Part 69 allocation of all exogenous costs by price cap LEes, stating that

one of the fundamental purposes of price cap regulation is
to move away from IJcost allocation" systems imposed by
regul"tors.12

While the Companies do not intend to imply that the method that they

used is the only correct method of allocating sharing among the baskets, they do

contend that it is a. reasonable and proper method. In deriving a method of

allocation of overall interstate earnings, the Companies attempted to develop a

"cost-causative" mechanism. The Commission's sharing mechanism

10 Mel Petition for Reconsideration at 23.

11 1£. at , 113. While Allnet (at 3) argues that the Commission has required that all
basket Pels be adjusted by sharing. a more reasoned view is that all baskets must be considered in
any cost-causative allocation method. The Companies did look at!!! baskets from a cost·causative
pilrspective. They eliminated two baskets from sharing only after determining that, according to
their valid methodology, there was no cost·causative reason for including them. To require an
allocation to~ basket under ill circumstances would. in fact violate the Commission's cost
causative pr~epts.

12 Id. at , 77.



was intended to flow through to the LEes' customers a portion of the benefits of

LEe productivity achievements. The Commission uses earnings as a surrogate

for measuring productivity achievements. Given that fact, it appears to be

reasonable to look back to the earnings of the individual baskets as an appropriate

means of alloca.ting the overall sharing amount. In other words, the Companies'

allocation method distributes the overall sharing amount among the baskets in

proportion to each baskers contribution to that overall sharing figure. And while

the Companies did look at revenue as a possible allocator, they determined that,

in this case, revenue provided no cost-causative basis for sharing because revenue

by itself was no valid measure of productivity, either directly or as a surrogate,

since it does not evaluate potentially inefficient cost increases.

Table I below compares each basket's contribution to sharing with the

results of the revenue-ba.sed allocation method proposed by the petitioners and

the method used by the Companies.
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TABLE I

Comparison of Contribution to Overall
Sharini AmQYnt and Sharina Allo!f,tiQn

(in millions of dollars)

Common Line
Traffic Sensitive
Special Access
Interexchange

Total

Allocation
Contribution Allocation Based on

to Based on Earnings
Sharini Revenues over 12.25%

(11.1) 4.0 0
(2.1) 4.3 0

10.7 1.7 4.7
..u:.a M M

10.3 10.3 10.3

Note: "Contribution to Sharing" represents the difference between the actual eamings and the
earnings that would have produced a 12.2S~ rate of return multiplied by 50%. To obtain
the final sharing level, this total amount is then grossed up for taxes and interest
resulttns in the $18.2M reflected in Exhibit 4 of the DIk]. The two columns displaying
the allocation of sh,rinS bned on revenue and basket earnings above 12.25~ display the
earnings to be shared, not the final sharins amount.

AS the table shows, using revenues as an allocator would result in crediting

the Common Line and Traffic: Sensitive baskets with a total of S8.3M even

though those two baskets combined act1.lally had a nelatiye contrib1.ltion to

sharing of $13.2M. And while the Common Line basket earned. at 10.58% in 1991,

the revenue-based allocation would drive those rates even lower despite the fact

that they earned below the Commission's authorizlUi rate of return of 11.25%.

Further1 the revenue-based allocation would attribute only $2.0M to the Special

Access and Interexchange baskets even though they contributed S23.5M to

sharing.

On the other hand, Table I demonstrates the reasonableness of the

Companies' methodology in their particular case. Spedal Access and

- 6-



Interexchange are credited with the entire sharing amount in proportion to each

basket's contribution.

Mel criticizes allocating portions of the sharing amount to the

Interexc:hange basket because the Interexchange category has little investment and

has never been targeted at the FCC's authorized rate of return.13 That, in fact, is

the argument that many carriers (including MClt4) used to maintain that

Interexchange earnings should not be included in sharing in the Eirst instance.

However, the Commission decided to include Interexchange earnings in the

sharing calculation. Given that fact, it seems only proper that the Interexchange

category be credited with a "fair" portion of the sharing dollars.15

AHnet is simply wrong when it complains that the Companies l method of

allocating sharing "cheats" because "with special access and interexchange rates

below their respective price caps, no rates will be reduced to reflect past over·

charges."16 The Companies' actual price indices ("APls") for the Special Access

and Interexchange baskets are below price cap indices ("PCIs") because the

Companies have already reduced prices to benefit their customers. The

Commission encourages these up-front rate reductions.

The LEC decides for itself whether to lower rates
immediately; if it does so, the up front rate reductions will
have much the same effect as the next-year reductions

1:3 MClat6.

14 See Mel's Petition lor Reconsideration at 24.

15 It should be noted tIYt, if Interexchange earnings were not inc:luded in the sharing
obligation, the Companies would have no sharing obligation to be reflected in this tiling. In that
light, an allocation method (revenues) that credits the Interexchange basket with only 3% of the
sharing amount would not seem to be appropriate.

16 Allnet at 3. In fact, a strong argument could be made that the Compantes' c",stomers would
be cheated by the ",nfalr allOCAtion of sharing that would result from using revenues as an allocator·
• as shown on Table I.
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required by the sharing plan, but will more immediately
and effectively benefit both the LEe and the public.t7

The Companies' decision to reduce Special Access and Interexchange rates in

advance of forced reductions due to ,sharing have extended the benefit to

customers sooner than the sharing adjustment would have provided. These up

fro~t rate red\.lctions have shared the prod\.lctivity gains with the customers in

real time. Moreover, these reductions do not detract from the fact that the Special

Access and lnterexchange baskets were in fact the only contributors to the

Companies' overall sharing obligation and that, logically, they should receive the

benefit of that sharing obligation.

In summary, the Companies' use of an earnings-based allocation to

distribute the overall sharing amounts to the interstate service baskets is

completely proper and provides no basis for rejection, suspension, or

investigation of their tariff filing.

ilL State Tax Rate. Used to Calculate ShadDI AmQunt,.

Sprint questions the composite state tax rate used in the Companies'

calculation of the sharing amount, alleging that it "appears to be IOW."lS The

follOWing Table II displays the state income and gross receipts tax rates used to

calculate the Companie5' 5haring amount. The individual rates are weighted

together to calculate the composite rates based on each state's share of revenue.

17 Second Report and Ordttr at • 135.

18 Sprint at 8.
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